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d'imagaa  nteaaaaira.  Laa  diagrammaa  auivanta 
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hUtory 
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Hravy  rrwrvci 
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accumulated. 


Till'  order  apiH'ak'il  from  allows  ilic  Cimiixiny  In  ailditlon  lo  rcrtuin 
iiiwi|i|Kis«l  liKTo.iM's  anil  rcailjiistnicnts,  an  iniri'isi'  of  ten  [kt  rent,  in 
r\;lianni'  rail's.  It  is  this  lalli'r  inireasi-  wliiili  is  l>i'inK  oiMxwcd,  an 
iniri'iisc  which  means  approximately  SWXI.IKH)  a  year  in  additional  rate* 
Irom  Ihe  Company's  suliscriliers. 

The  application  to  the  [ioard  was  expri'ssly  made  by  the  Company 
to  meet  an  emergency  anil  was  so  treateil  liy  the  Board  at  the  hearinn  and 
in  its  judgments.  It  was  conce<led  hy  all  parties  that  insufficient  evidence 
was  Iwfore  the  Hoard  to  enable  il  to  fix  permanent  rales,  but  it  was  urned 
by  the  t'ompimy  that  exislinj;  conditions  as  to  waRea  and  cost  of  materials 
made  II  im|xissible  fcjr  the  company  to  await  the  time  required  to  prepare 
adt'ipiale  evidence,  wilhoul  a  serious  im|iairmeiit  of  credit  and  service. 

The  relief  ({ranled  by  the  Hoard  is  expressly  based  U|X)n  an  acceptance 
of  this  hyi)olhesis.  This  ap|H'!lanl  on  the  other  hand  siiys  that  the  financial 
IHisition  of  the  company  as  disclosed  by  its  own  statements  entirely  con- 
troverls  this  fimlinf;. 

The  company  was  incorporated  in  1880  ar,<'  has  for  some  thirty  years 
|>aiil  its  bond  interest  in  full  and  an  eislil  per  cent,  dividend  on  its  stock. 
It  now  has  outstanding  SI  1,14<),()00  Ixmds  and  >S18,()00,000  capital  stock. 

It  has  accumulated  heavy  reserves  for  every  conceivable  purpose 
and  in  .iddilion  a  cimliuKent  reserve  for  pur|xiscs  that  the  officials  of  the 
company  were  unable  to  s|x.'cify  at  the  hearing.  It  also  has  large  undivided 
surpluses.     These  funds  as  of  Ucceml)cr  31st  1918,  were  as  follows: — 


RiisKRvii  Accounts 
31st  December,  1918. 


Book  value 
Office  furniture  and  fixtures  . .       S  165,358.82 

T(X)ls  and  vehicles 307,761 .68 

Directory  Plant 37,727 .  44 

Supplies 1,214,597.19 

Accidents 

Fire  loss 

Extraordinary  repairs 

Deferred  ordinary  repairs.  .  .  . 

Accounts  receivable 581,744.25 

Plant 42,372,449.00 

Contingent  Reserve 

Surplus    in    Profit    and    Loss 
account 


Percent. 


of  reserve 

Reserve 

to  Book 

Carried 

Value 

S  75,262.72 

45.51% 

133,646.08 

43.42 

14,257.68 

37.79 

613,004.40 

50.47 

75,332.54 

33,973.57 

160,845.61 

96,645.81 

SI, 202,968. 41 

77,792.93 

13.37 

12,954,786.48 

30.57 

3,132,436.08 

2,286,556.80 

819,654,540.70 

ronliitRvnt 
IT-irrvp  realtv 
Hiid  ttiriilu^ 
■ccount. 


Hnivy 

■urplUiM  in 
war  iMriod. 


1918  tmliimf 
■hrrt  shows 
profit- 


As  to  till'  conliiigeiit  ri'sirvf  alxi- <■  sti  niii,  nol  a  ii'iil  lias  rvn  Ihi'ii 
willulrawn  fniiti  Ihc  siimi'  on  aicoiiiit  if  c«|Hralioii  ancpiinl  sincr  Us  lii(i|>- 
tion,  anil  only  ri'lallvi'Iy  small  aniDiinls  on  .iccouni  of  ('a|>il„i  Iosm-  Ttu- 
appellanis'  connnlion  as  to  this  fntui  llu-ni  re  is  ihal  it  Is  praclicallv  i 
surplus  ai'i'ounl. 

The  balance  in  the  "surplus  anoinil  "  Ir     i  l')12  lias  heeii  as  follows: 

December  31,  1912 S4.'">,I«'>  y.f 

"     "  1913 9()7,N«.'.()I 

"      '  1914 I,(KHI,(MM).(K) 

"  1915 1,249,139. W) 

"  1916 1,W7,95.S.21 

"     "  1917 2,1«1,()2,'!  2,'! 

"  191« 2,2((f>,5,'!f)X() 

The  balance  sheet   lor  1918  taken 
to  their  shareholders  is  as  follows: — 

Telephone  revenue 


'in  the  Company'-:   19IK  report 
SI2,227,.M5  33 


Ojieration  expense S.S,4fi3,Kl«.  24 

Current  nia'ntenance 1  ,')03,f>24  51 

Depreciation 2.(>4H,7(.(I.(H( 

Taxes 5,?4,256. 93 


Total  telephone  expenses. 
Net  telephone  earnings. 
Sundry  net  earnings .  . 


SH' 550,459  f.X 

:    i7 7, 0X5. 65 

427,602  36 


Drprpcialion 
allowan<.-e 
entin-ly 
arbttrary- 


In  19t8  nrtual 
co-'^h  balamc 
nwrly 
|5.000,NK1. 


W'llCTC  I? 

pmr.'Kency 
shown.' 


Total  net  earnings 82,104,688.01 

Deduct  interest S62,f)5.i .  82 


Balance Sl,542,6.i4   19 

Deduct  dividends,  »"/, 1,440,0(K).00 


8102,634.19 


In  connection  with  the  alxive  the  apiHIant  wishes  lo  call  special  atlen- 
tion  to  the  sum  of  82,648,760  set-aside  for  depreciaLion.  This  is  on  the 
Company's  own  showing  not  based  or  experience  but  :iii  entirely  arbitrary 
amount  and  as  the  ap|)ellants  have  endeavoured  to  demonstrate  entirely 
too  high. 

While  the  appellant  does  not  dispute  the  propriety  of  an  ade(|u:ile 
depreciation  reserve  it  does  wish  to  emphasize  as  In^iring  on  the  ((Ui-stion 
of  an  emergency  the  fact  that  on  the  1918  operations  ilie  conipanv  had 
a  cash  balance  of  84,753,448.01. 

To  prepare  proper  tlala  for  a  rate  incre:ise  :ipplic-,iiion  would  have 
taken  possibly  aliout  eighteen  mon.hs.  The  appellant  submits  iliat  to 
suggest  thai  this  company,  in  the  linanci:il  position  alxive  disclosed,  could 
not  awaii:  this  period  is  prepisierous,  and  the  Board  itself  could  hardly 


Kolimnlpil 
yrur  IrHli.tllnii 


Other  revrnuf 
dlaregardfHl. 


Unusual  toxts 
■hould  not  tK> 
incluOrd' 


h;ivf  had  ihf  t-oiirant'  "f  ilJ>  r\|>rtv»st'tl  t'(Ht\!clitnis  a»  to  ihc  alk'uftl  pmcr- 
Ki'Mfy  wIh'ii  lilt'  iiuTfasi'  ^ratilcil  is  ixisliitini'tl  Iti  Jiil\'  Isl,  I'>l*>,  wluTfaw 
tl)t>  anptit'atinn  was  inailt'  on  (>t-(n)it'r  t5tn.  1*>1K. 

'hit'  main  t^nitind  on  wliicli  rlii'  iiulKiiit'iK  of  thf  Itoartl  i>«  baM'd  is 
thai  lh"fiiiiiii.iiiv  will  ri'tiiiiri'  in  I'M')  alHiiii  Sl,S(M),()(H)al»)Vi'  \')\H  miiiirt'- 
nii'iits  lt>  meet  WUKe  increases,  ami  that  this  is  the  liasis  of  the  alte^etl 
enierneiify. 

ini'identally  the  Biiard  have  entirely  tiverlookei!  the  fail  that  alsiiit 
twenty-five  iK-r  I'ent.  <»r  S.l()6.(HMt  «»f  this  annual  wane  inerease  was  alistirlHtl 
in  OIK  aiitl  yet  the  t'nnipaii>  liail  a  siil>stantial  surplus. 

The  evitlente  of  the  I'linipaiiy's  ehief  iittiiials  is  tlelinile  that  all  wane 
inereases  were  in  fiirie  by  Noveinlier  1st.  lyiH.  Tlierefure  ii  is  fair  tii  take 
NovemU'i  and  l)eieinl)er  as  lest  tniinlhs  on  whith  to  premise  a  yea;  • 
t)|H*rations.     The  ftillowinn  statenienl  ni^'e^  the  re-.ull:-- 

Ri'.vi'iNii':  ,\N|>  I'.xt'tiNsivs     Ni)VI':miii;h  ami  l)i:ci;Miit;i<,  \')\» 

Revenue 

Kxchanne SI  ,SIW.(I67  ,  T) 

Toll ft.M,.tf.<;   t() 

Misiellanec.us 29,025.60 

Kxpcnses-  82,169,062.55 

Operation SI, 094,422. 89 

MaintenaiHC 536,151 .96 

Taxes 77,242.7.1 

l,.S07,817..'iS 

nalance S661,244.97 

Or  ftjr  one  year  an  actual  cash  balance  tif .^967,469. 82 

Ad'l  estimated  new  revenue  tin  niovint!  charniw  anil  iDng 

'istance  rates 165,000.00 

84,132,469,82 
Deduct  8%dividends  on  capital  stock  and  interest  on  l)onds       1 ,997,450 .  00 

Balance  available  for  depreciation $2,135,019.82 

Or  5.15%  on  depreciable  property  exclusive  tif  sulvagc. 

SEVERAL  POINTS  ARE  TO  BE  NOTED 

(1)  No  account  is  taken  of  ilividentis  from  outsiilc  investments  al- 
though the  Cimipany  in  1918  had  an  additional  revenue  of  $238,526.36 
from  this  source, 

(2)  War  tax  is  deducted  from  o|K'rations  as  directed  by  the  Boaril 
and  the  remainder  of  the  item  of  taxes  pro|)erly  adjusted  over  the  year. 

(3)  The  ap|iellants  object  ttJ  the  inclusion  of  the  items  of  war  relief 
am!  influenza  relief  as  expenses  on  two  grounds  (a)  that  they  are  excep- 
tional and  non-recurring  and  (b)  they  are  properly  chargeable  to  the  con- 
tingent reserve.  If  tht?sc  items  are  deducted  the  cash  balance  after  pay- 
ment of  capital  commitments  will  be  S2, 529,341 .62  or  enough  to  pay  the 
depreciation  of  5 . 7%  which  the  Board  have  allowed  as  proper  to  leave  a 
surplus  of  8146,257.34. 
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rate  »?xfMHive. 


take  oi  Board . 


Appellants' 
attitude  on 
depreciation. 


DFI'RI.CIATION 

Ah  in  apiKirt'iit  llii-  qiM"  ti'iii  iif  th'-  jtrnptT  iilliiw.iiu'r  for  tl(-|tri>ri,iiinh 
is  otu-  of  till'  mcisl  iinpnrt.ittt  f.iriors  in  riiiH  cim*. 

'I'lir  n)ni|>.iny  have  lirrii  sciiinn  .iMili-  .111  .itimi.il  »iini  nlMuii  iqu.il  1" 
6..S';  of  ilu'  total  plant  ilc'priri.ilili'  anil  non-iliprii  iaiilr.  Thi-  oiiK  i\iil- 
fixr  tiiidcriil  in  »up|>"irt  of  litis  allowancf  was  th.it  of  Mi,  Wintir.  I'laiit 
Siiprrititi'itdi'iil.  who  Icstilii'il  that  this  was  what  lir  hail  Ihtii  tolil  ua- 
thf  praiticr  of  thr  Amcriian  Trliphoni'  anil  Tilrnr  ipli  ('oinpany  ami  that 
iif  Mr.  Lash,  ("hiif  Knuinnr.  whosi'  iviilctUT  was  th.it  in  rcrtain  -priitir 
cases  in  ailital  prartiiT  this  allowanrr  hail  not  provin  ixri~.siM'. 

On  ihr  iithiT  hanil  I  nil.  Hiiiiis  of  ('hii-..(jo.  a  Irlrplionr  cxpirt  of  wiilr 
Aiiifrican  cxiHrieiue,  Mr.  Kr.imis  l>aKK<'r.  tilrphoni'  cvprrt  iif  the  Ontario 
Railway  anil  Municipal  Hoanl,  and  Mr.  W.  J,  lliinlman,  an  cliitrii.il 
t-nninccr  with  extended  iiractical  telephone  exiH'rience,  without  the  sli^lit- 
est  ciillalioration  with  each  other,  Kave  the  following  as  the  pro|Mr  annii.il 
rate  uiKin  the  (iimpany's  eiptipment : — 

Pri.f.  Bemis !.«?';; 

K.  DuKKcr 3,058';;, 

W.J.  Hurdman 4.04';; 

This  evidence  was  supplemented  liy  the  eviilenc  f  (ieo.  J.  (iiiy,  Chief 
Kn^ineer  of  the  Manitoba  I'ulilic  I'tiliiies  Cotnniission.  who  testilieil  that. 
uiKin  taking  over  the  tcleiihone  system  of  Manitolia  the  Conimission  had 
adopted  an  annual  rate  of  depreciation  liased  u|«in  the  theories  of  lerl.iin 
flell  Kngineers,  but  that  this  rate  had  [iroeen  excessive  and  oii  I'l  -iiary 
tst,   l'.)I8,  had  lieen  reduced,     .Xpplyinn   the  present    Manitoba  s  of 

depreciation  to  the  Company's  plant  the  ,ivera(;e  annual  rate  wi  I  lie 
4.48';;,  and  Mr.  (Juy  added  that  in  his  opinion  this  |K>rcentane  erred  if 
at  all  on  the  siile  of  caution. 

As  indicatiuK  that  the  company  have  obviously  lieen  settinR  aside  loo 
much  for  depreciation,  is  the  fact  that  their  reserve  now  eipials  .i(l,.S7'; 
of  the  plant.  This  is  more  than  any  .Amerii  .in  inile|>endent  company  and 
more  than  any  of  the  37  American  Bell  Companies  siive  two.  In  fact  the 
Board  find  that  the  normal  ratio  is  20';;,  which  should  be  even  less  in  a 
plant  which  has  had  a  recent  rapid  (jrowth. 

Nor  is  this  explained  b\'  the  fact  that  replacements  have  lieen  some- 
what curtailetl  by  the  war.  The  chief  reason  why  the  calls  n[)<in  this 
revenue  have  Iwen  under  normal  is  that  duriiiK  the  war.  salvage  l)ecanie 
extremely  valuable,  a  |M)int  entirely  ')\erlooked  by  Mr.  Commissioner 
McLean  which  has  caused  him  to  make  some  very  erroneous  computations. 

The  submission  of  the  appellants  to  the  Board  im  the  ipiestion  of 
depreciation  was  "By  adoptinK  as  an  interim  measure  at  least  a  rate  of 
four  per  centum,  considerably  over  a  million  dollars  a  year  will  lie  set 
free  for  other  company  purposes.  We  feel  that  four  per  cent,  is  enough  as 
a  permanent  l)asis,  but  in  any  case  no  harm  can  accrue  even  if  the  com- 
pany's distended  depreciation  reserve  does  shrink  to  that  considered  ample 
'  "  other  Bell  Companies,  and  in  the  meantime  the  com|>any  can  work 
out  a  scientific  basis  based  on  experience." 
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The  appellants  feel  that  the  manner  in  which  Mr.  Commissioner 
McLcnn  has  dealt  with  this  question  is  most  unsatisfactory.  He  has 
been  at  great  pains  to  combat  arguments  as  to  obsolescence  never  put 
forward  by  the  appellants,  has  referreil  to  much  material  not  in  evidence, 
and  has  apparently  finally  taken  refuge  in  the  terms  of  an  agreement 
lietween  the  Postmaster-General  of  the  United  States  and  the  American 
Telephone  and  Telegraph  Company. 

This  is  the  third  occasion  in  this  judgment  where  the  learned  Com- 
missioner has  apparently  considered  himself  bound  by  an  American  pre- 
cedent. Respect  for  these  precedents  being  admitted,  the  appellants 
would  nevertheless  urge  that  such  a  course  renders  useless  considerable 
time  and  preparation  spent  for  the  enlightenment  of  the  Board,  while 
the  utility  of  the  precendents  is  somewhat  doubtful  in  view  of  the  differing 
conditions  under  which  the  same  were  established. 

In  fact  the  appellants  feel  that  the  judgment  of  the  Board  as  delivered 
by  Mr.  Commissioner  McLean  is  properly  subject  to  considerable  criticism. 
No  attempt  will  be  made  to  deal  with  the  judgment  in  detail— a  few 
examples  will  suffice. 

(a)  His  analysis  of  the  operations  of  October,  November  and  December, 
1918,  and  his     inclusions  thereon  are  quite  erroneous  and  misleading. 

The  monthly  figures  furnished  by  the  Company  for  depreciation  and 
taxes  for  the  year  1918  were  as  follows: —  1919 

Depreciation  Taxes 

January .«':07,SOO.OO         835,809.47 

February 207,500.00  36,041.04 

March 207,500.00  36,370.42 

April 207,500.00  35,888.40 

May 207,500.00  35,833.48 

June 207,500.00  38,399.98 

July 207,500.00  40,213.50 

August 207,500.00  47,758.18 

September 207,500.00  49,208.84 

October 325,220.00  58,200.25 

November 227,180.00  59,473.38 

December 228,860.00  61,059,99 

$2,648,760.00  $534,256.93 
No  adequate  explanation  was  tendered  by  the  company  of  the  "load- 
ing" of  the  last  three  months  of  the  year  especially  the  $117,720.00  added 
to  depreciation  in  October,  but  it  was  discovered  and  pointed  out  to  the 
Board  by  Col.  Gordon,  auditor  for  the  appellants,  and  a  corrected  state- 
ment filed  which  has  been  ignored  in  the  judgment. 

(b)  Although  the  Board  on  the  objection  of  the  appellants  refused 
to  permit  the  Company  to  file  statements  for  January  and  February  1919 
unless  the  appellants  should  have  an  opportunity  of  scrutinizing  the  same 
with  their  auditors,  nevertheless  the  Board  apparently  have  permitted 
the  company  to  file  such  statements  after  the  hearing  and  have  used  the 
same  as  a  basis  for  judgment,  a  procedure  w'lich  the  appellants  cannot 
help  regarding  as  improper  in  a  judicial  tribunal. 
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(c)  Considerable  other  material  on  which  tliis  judunient  pur|Kirls 
to  be  based  was  not  presented  in  cviilcnce  to  thi'  Board,  e.R.  the  alleged 
fact  that  the  Northern  Klectric  Company  has  passed  Its  dividend  which 
may  or  may  not  be  due  to  reduction  of  profits. 

(d)  Not  a  word  appears  in  this  judgment  relative  to  the  past  surpluses 
of  the  company  or  to  the  contingent  reserve,  although  the  appellants  and 
other  contestants  at  the  hearing  laid  considerable  stress  u|)on  the  siinie. 

The  appellants  would  like  to  refer  to  certain  remarks  of  the  chairman 
of  the  Board  during  the  progress  of  this  case. 

In  a  considered  judgment  delivered  on  December  5th,  1918,  and  con- 
curred in  by  the  Board  the  Chairman  said: 

"There  has  Ijeen  an  immense  increase  in  the  cost  of  materials  since 
the  last  detailed  investigation  was  held  by  the  Board,  which  covered  the 
Montreal  territory  and  took  place  in  1911.  At  the  time  of  that  investiga- 
tion it  was  found  that  the  company  made  but  8.28  per  cent,  on  its  Montreal 
investment  and  the  rates  were  therefore  sustained. 

"  In  all  probability,  were  an  appraisal  taken  to-day  it  woukl  be  hnind 
that  the  value  had  increased  at  least  forty  per  cent,  and  if  Montreal  be 
taken  as  a  typical  point  (the  results  would  be,  of  course,  not  alisolutely 
I  he  same  in  all  municipalities)  the  general  result  would  be  an  increase  of 
forty  per  cent,  in  telephone  rates." 

Again  at  the  hearing  on  January  22nd,  1919,  at  Ottawa,  the  Chair- 
man said;  "Something  must  be  done  in  connection  with  relief  to  the 
company,  something  of  necessity  has  to  be  done  by  way  of  percentage 
increases." 

Both  of  these  observations  were  made  before  the  contestants  had 
given  any  evidence.  But  the  chairman  makes  very  evident  the  superfluity 
of  such  evidence  as  far  as  he  is  concerned  by  his  remarks  in  giving  judgment. 

"I  was  obliged  to  be  in  the  West  while  this  case  was  in  progress,  con- 
sequently did  not  hear  the  argument  and  was  not  present  when  much  of 
the  evidence  was  given. 

"With  a  wage  increase  of  approximately  one  and  one-half  million 
dollars  a  year,  and  having  no  reference  whatever  to  increased  cost  of  sup- 
plies, which  may  comedown,  it  was  evident  that  thecompany  required  relief." 

The  appellants  would  deem  it  not  out  of  place  to  |K)int  out  that  imme- 
diately after  the  delivery  of  the  judgment  appealed  from  the  company 
announced  an  issue  of  S4, 500, 000  capital  stock  at  par  to  its  shareholders 
although  its  stock  even  through  the  depression  engendered  by  the  war 
never  sold  under  130.  The  appellants  would  respectfully  suggest  that 
such  bonuses  to  stockholders  should  not  be  permitted  and  that  if  public 
utilities  are  to  be  regulated  such  regulation  should  be  complete  and  include 
contr'>l  of  stock  issues. 

However  on  the  present  appeal  the  appellants  respectfully  submit 
that  the  increases  granted  by  the  Board  should  be  rescinded 

(1)  because  obviously  no  emergency  exists. 

(2)  because  the  errors  of  calculation  made  by  the  Board  vitiate  its 
conclusions. 

(3)  because  the  judgment  h  not  founded  on  the  evidence  submitted. 
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